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the Internal Revenue Bulletin. See
§601.601(d)(2)(ii)(b) of this chapter.

Q-5: For purposes of determining
whether a distribution is an eligible
rollover distribution, how is it deter-
mined whether a series of payments is
a series of substantially equal periodic
payments over a period specified in
section 402(c)(4)(A)?

A-5: (a) General rule. Generally,
whether a series of payments is a series
of substantially equal periodic pay-
ments over a specified period is deter-
mined at the time payments begin, and
by following the principles of section
72(t)(2)(A)(iv), without regard to con-
tingencies or modifications that have
not yet occurred. Thus, for example, a
joint and 50-percent survivor annuity
will be treated as a series of substan-
tially equal payments at the time pay-
ments commence, as will a joint and
survivor annuity that provides for in-
creased payments to the employee if
the employee’s beneficiary dies before
the employee. Similarly, for purposes
of determining if a disability benefit
payment is part of a series of substan-
tially equal payments for a period de-
scribed in section 402(c)(4)(A), any con-
tingency under which payments cease
upon recovery from the disability may
be disregarded.

(b) Certain supplements disregarded.
For purposes of determining whether a
distribution is one of a series of pay-
ments that are substantially equal, so-
cial security supplements described in
section 411(a)(9) are disregarded. For
example, if a distributee receives a life
annuity of $5600 per month, plus a social
security supplement consisting of pay-
ments of $200 per month until the dis-
tributee reaches the age at which so-
cial security benefits of not less than
$200 a month begin, the $200 supple-
mental payments are disregarded and,
therefore, each monthly payment of
$700 made before the social security age
and each monthly payment of $500
made after the social security age is
treated as one of a series of substan-
tially equal periodic payments for life.
A series of payments that are not sub-
stantially equal solely because the
amount of each payment is reduced
upon attainment of social security re-
tirement age (or, alternatively, upon
commencement of social security early
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retirement, survivor, or disability ben-
efits) will also be treated as substan-
tially equal as long as the reduction in
the actual payments is level and does
not exceed the applicable social secu-
rity benefit.

(c) Changes in the amount of payments
or the distributee. If the amount (or, if
applicable, the method of calculating
the amount) of the payments changes
so that subsequent payments are not
substantially equal to prior payments,
a new determination must be made as
to whether the remaining payments
are a series of substantially equal peri-
odic payments over a period specified
in Q&A-3(b)(1) of this section. This de-
termination is made without taking
into account payments made or the
years of payment that elapsed prior to
the change. However, a new determina-
tion is not made merely because, upon
the death of the employee, the spouse
or former spouse of the employee be-
comes the distributee. Thus, once dis-
tributions commence over a period
that is at least as long as either the
first annuitant’s life or 10 years (e.g.,
as provided by a life annuity with a
five-year or ten-year-certain guar-
antee), then substantially equal pay-
ments to the survivor are not eligible
rollover distributions even though the
payment period remaining after the
death of the employee is or may be less
than the period described in section
402(c)(4)(A). For example, substantially
equal periodic payments made under a
life annuity with a five-year term cer-
tain would not be an eligible rollover
distribution even when paid after the
death of the employee with three years
remaining under the term certain.

(d) Defined contribution plans. The fol-
lowing rules apply in determining
whether a series of payments from a
defined contribution plan constitute
substantially equal periodic payments
for a period described in section
402(c)(4)(A):

(1) Declining balance of years. A series
of payments from an account balance
under a defined contribution plan will
be considered substantially equal pay-
ments over a period if, for each year,
the amount of the distribution is cal-
culated by dividing the account bal-
ance by the number of years remaining
in the period. For example, a series of
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payments will be considered substan-
tially equal payments over 10 years if
the series is determined as follows. In
year 1, the annual payment is the ac-
count balance divided by 10; in year 2,
the annual payment is the remaining
account balance divided by 9; and so on
until year 10 when the entire remain-
ing balance is distributed.

(2) Reasonable actuarial assumptions. If
an employee’s account balance under a
defined contribution plan is to be dis-
tributed in annual installments of a
specified amount until the account bal-
ance is exhausted, then, for purposes of
determining if the period of distribu-
tion is a period described in section
402(c)(4)(A), the period of years over
which the installments will be distrib-
uted must be determined using reason-
able actuarial assumptions. For exam-
ple, if an employee has an account bal-
ance of $100,000, elects distributions of
$12,000 per year until the account bal-
ance is exhausted, and the future rate
of return is assumed to be 8% per year,
the account balance will be exhausted
in approximately 14 years. Similarly, if
the same employee elects a fixed an-
nual distribution amount and the fixed
annual amount is less than or equal to
$10,000, it is reasonable to assume that
a future rate of return will be greater
than 0% and, thus, the account will not
be exhausted in less than 10 years.

(e) Series of payments beginning before
January 1, 1993. Except as provided in
paragraph (c) of this Q&A, if a series of
periodic payments began before Janu-
ary 1, 1993, the determination of wheth-
er the post-December 31, 1992 payments
are a series of substantially equal peri-
odic payments over a specified period
is made by taking into account all pay-
ments made, including payments made
before January 1, 1993. For example, if
a series of substantially equal periodic
payments beginning on January 1, 1983,
is scheduled to be paid over a period of
15 years, payments in the series that
are made after December 31, 1992, will
not be eligible rollover distributions
even though they will continue for
only five years after December 31, 1992,
because the pre- January 1, 1993 pay-
ments are taken into account in deter-
mining the specified period.

Q-6: What types of variations in the
amount of a payment cause the pay-
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ment to be independent of a series of
substantially equal periodic payments
and thus not part of the series?

A-6: (a) Independent payments. Except
as provided in paragraph (b) of this
Q&A, a payment is treated as inde-
pendent of the payments in a series of
substantially equal payments, and thus
not part of the series, if the payment is
substantially larger or smaller than
the other payments in the series. An
independent payment is an eligible
rollover distribution if it is not other-
wise excepted from the definition of el-
igible rollover distribution. This is the
case regardless of whether the payment
is made before, with, or after payments
in the series. For example, if an em-
ployee elects a single payment of half
of the account balance with the re-
mainder of the account balance paid
over the life expectancy of the dis-
tributee, the single payment is treated
as independent of the payments in the
series and is an eligible rollover dis-
tribution unless otherwise excepted.
Similarly, if an employee’s surviving
spouse receives a survivor life annuity
of $1,000 per month plus a single pay-
ment on account of death of $7,500, the
single payment is treated as inde-
pendent of the payments in the annu-
ity and is an eligible rollover distribu-
tion unless otherwise excepted (e.g.,
$5,000 of the $7,500 might qualify to be
excluded from gross income as a death
benefit under section 101(b)).

(b) Special rules—(1) Administrative
error or delay. If, due solely to reason-
able administrative error or delay in
payment, there is an adjustment after
the annuity starting date to the
amount of any payment in a series of
payments that otherwise would con-
stitute a series of substantially equal
payments described in section
402(c)(4)(A) and this section, the ad-
justed payment or payments will be
treated as part of the series of substan-
tially equal periodic payments and will
not be treated as independent of the
payments in the series. For example, if,
due solely to reasonable administrative
delay, the first payment of a life annu-
ity is delayed by two months and re-
flects an additional two months worth
of benefits, that payment will be treat-
ed as a substantially equal payment in

393



